STATE OF MAI NE Docket No. 98-807
PUBLI C UTI LI TI ES COW SSI ON
Cct ober 27, 1998

PUBLI C UTI LI TIES COW SSI ON NOTI CE OF
Inquiry Into Inplenmenting the | NQUI RY
Uni versal Service Provisions of

t he Tel ecommuni cati ons Act of 1996

WELCH, Chairnman; NUGENT and DI AMOND, Conmi ssioners

l. SUMMARY

In this Oder, we initiate an Inquiry relating to the
i npl enentation of the universal service provisions of the
Tel ecomruni cati ons Act of 1996 (Tel Act), 47 U . S.C. 8§ 254(B), and
Mai ne’ s recently anended statute related to affordabl e tel ephone
service, 35-A MR S. A 8 7104. This Order outlines our general
plan for inplenenting a state universal service fund through
several phases of rul enmaki ng proceedings as well as the issues

and policies that will be considered in each phase. Comments on
the i1ssues raised in the Notice must be filed by November 30,
1998.

11. PROCEDURAL BACKGROUND

On July 17, 1997, the Maine Public Uilities Conmm ssion (the
Comm ssion) initiated an Inquiry Into Inplenentation of the
Uni versal Service Provisions of the Tel econmuni cations Act of
1996, Docket No. 97-429. The Notice of Inquiry outlined a series
of issues related to universal service and posed questions for
conmmrent by interested persons.! Wile the comments were
generally hel pful in defining sone of the basic universal service
i ssues, many comments were prelimnary in nature and did not
of fer specific insights. Thus, for adm nistrative convenience,
t he Conmm ssion has determned that it will begin a new inquiry
related specifically to universal service rather than continue
wi th Docket No. 97-429. The comments from Docket No. 97-429
will, however, be incorporated into the record of this
pr oceedi ng.

111. STATUTORY REQUIREMENTS

The Tel Act charges us with ensuring that: (1) affordable
t el ephone servi ce be avail abl e throughout Mine; (2) prices for

The Conmmi ssion received comments fromBell Atlantic, AT&T,
MCl, Sprint, State Planning Ofice, and the Tel ephone Associ ation
of Mai ne.
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simlar tel ecomuni cations services be reasonably conparabl e

t hroughout all regions of the state; and (3) a pro-conpetitive
environment exists in Maine. At the federal |evel, the Federal
Comuni cat i ons Commi ssi on (FCC) continues to conduct numerous
proceedi ngs to inplenment the universal service provisions of the
Tel Act. Mbst notably, the FCC continues to work on devel oping a
cost nodel which will be used to cal cul ate the anmount of support
each state and/or carrier will receive fromfederal sources.

Resol ution of these federal matters will likely inpact both state
funding and policy issues.

In April 1998, Governor King signed into | aw An Act
Regar di ng Tel ecomruni cati ons Regul ation, P.L. 1997, ch. 692
(codified at 35-A MR S. A 8§ 7104) (Affordable Tel ecomuni cations
Law). This |law authorizes the Conm ssion to establish a state
uni versal service fund in order to ensure that “simlar
t el ecommuni cati on services are available to consuners throughout
all areas of the State at reasonably conparable rates.” 35-A
MRS A 8 7104(2). Wile the | aw provides the Conm ssion with
the authority to establish a universal service fund to inplenent
our m ssion of achieving universal service, it requires that we
first assess the needs of the State’s consuners and determ ne the
| evel of support required to neet those needs before establishing
the fund. Id.

Section 7104 also requires the Comm ssion to maxim ze
federal assistance available for universal service purposes.
35-A MR S. A § 7104. To neet this requirenent, the Conm ssion
nmust design a nechani smwhich will enable Maine to qualify for
and accept federal funds. Finally, the law requires explicit
identification on custonmer bills of contributions to any state
uni versal service fund. 35-A MR S. A 8 7104(3)(E). I n
constructing our overall universal service program we may al so
consider 35-A MR S. A 8 7104-A which permts the Comm ssion to
establish a tel ecommuni cations access fund to assist qualified
schools and libraries in acquiring advanced tel ecomruni cati ons
t echnol ogi es.

IV. DESCRIPTION OF OVERALL PROCESS

We envision that this Inquiry will lead to at |east four
separate rul emaki ngs (which are descri bed as Phases herein). 1In
this Inquiry we will begin to assess the needs of Mine's
consuners by addressing broad policy issues and defining key
terms such as: affordability, conparability, and subsidies.
This Inquiry will also consider in broad ternms which carriers
shoul d contribute to the fund, the basis for which carriers wll
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recei ve support, and whether the costs may be recovered through

explicit end user charges. Any prelimnary determ nations
comng out of this Inquiry will be incorporated into the
rul emakings in Phases I, II1Il, IV, and V.

Phases 1, 11l and IV will contenplate the establishnment of
a three-part universal service fund. Phase Il will establish the
structure, funding nechani snms, and adm nistration of a
Tel ecommuni cati ons Access Fund (TAF) which will provide explicit

funding for currently-mandated support prograns such as Lifeline
benefits, Link-Up benefits, Telecomrunications Relay Servi ces,

t he Tel econmuni cati ons Rel ay Equi pnment Fund and other directly
mandat ed costs i nposed or enforced by the Conm ssion.

Phase 111 will address the necessity, structure, funding
mechani sms, and adm ni stration of any possible Education Access
Fund (EAF) which could provide explicit support for
t el ecomuni cations services to Maine's schools and libraries
pursuant to 35-A MR S.A 8§ 7104-A. W anticipate that the
Comm ssion wll seek comrent on and address at |east the
foll ow ng issues:

* \Wether ratepayers should fund educational institution
access to tel econmuni cati ons servi ces

e The criteria to be used to assess the | evel of need for
t he EAF

* Wiether the EAF assessnent should be capped at a certain
dollar level and if so, at what |evel

* \Wiet her EAF support to schools and libraries should be
based upon the average incone per pupil or the property
val ue per pupil of supported localities

e \Whet her the Conmi ssion should fund and adm ni ster the EAF
in a manner simlar to other segnents of the universal
servi ce fund

e Wiether the adm nistrator of the EAF would be enpowered
to determ ne whether applications are justified or
al l omabl e or whether that task will be handl ed by anot her
body

Phase IV will address the necessity, structure, funding
mechani snms, and admi ni stration of any possible H gh Cost Fund
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designed to ensure that end users’ costs are both affordable and
conparable to urban rates. W now intend to seek comrent on the
applicability of the follow ng principles in designing a H gh
Cost Fund:

* Requiring carriers requesting funds to denonstrate that,
in the absence of high cost and support, their
opportunity to earn a fair rate of return would be
j eopar di zed

e Allotting funds based upon the | esser of the enbedded or
f orwar d-| ooki ng cost of providing service to a service
area

e Conditioning a carrier’s receipt of high cost fund
support on a determ nation that services and prices be
conparabl e to statew de averaged | evels

We also intend to seek comment on:

* How to adm ni ster support in areas where high and | ow
cost regions are included in the sane ETC service area

e How and whet her considerations of revenue requirenent
shoul d be incorporated into the design of a HCF

* \Whether we should provide HCF support to custonmers or to
conpani es providing service to custoners

Phase V will provide for a final reconciliation of the
various aspects of the total Universal Service Fund.

We have divided the universal service proceeding into
separate rul emaki ngs because we believe that each portion can,
and shoul d, be addressed on its individual nerits. As we nove
t hrough the process, however, we will be m ndful of the need to
i ncorporate each piece into an integrated nechanism As noted
bel ow, the tinmetables for each of these portions vary
significantly.

W intend to initiate and conplete Phases | and Il within
mont hs while Phases 111, IV, and Vwll likely not be initiated
until inportant policy questions are answered at both the federal

| evel (including the anmobunt of any federal universal service
support, the nmechanismwhich will be used to disperse any funds,
t he amount of federal schools and |ibraries funding) and state

| evel (including the outconme of any access rate proceedi ngs
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concerning the independent tel ephone conpani es, any
recommendati ons of the state School and Library Advisory Board,
and possi ble new | egi slation).

While we do not find the concepts of universal service and
fair conpetition inconpatible, we will focus this docket on
achi eving sustai nabl e universal service. Conpetitive issues
shoul d be considered by parties as they comment on this docket,
however, addressing both conpetition and universal service in the
sanme docket may confuse objectives and lead to a product that
achi eves neither objective. Thus, conpetitive issues wll be
addressed in other dockets. W also foresee a subsequent
conpetition docket to correct any inequities resulting from our
attenpts to achi eve universal service.

V. PHASE 1 -- POLICY ISSUES

A. AFFORDABLE

The Tel Act requires that Mai ne have quality
t el ecommuni cati ons services available at affordable rates. 47
U S.C. 8254(b). This requirement is reinforced by 35-A MR S. A
8 7104(3)(c), which requires that our rules be consistent with
the goals outlined in the federal act.

In its May 8, 1997 Order on Universal Service, the FCC
adopted the Federal -State Joint Board on Universal Service’'s
definition of affordability. Report and Order, In the Matter of
the Federal -State Joint Board on Universal Service, (FCC) My 8,
1997 at Y 110. Specifically, the FCC agreed that, “the
definition of affordability contains both an absol ute conponent,
whi ch takes into account an individual’s means to subscribe to
uni versal service, and a rel ative conponent, which takes into
account whet her consuners are spending a di sproportionate anount
of their inconme on tel ephone service. 1d. We agree with the
FCC that there are many factors which nmust be considered in
determ ning whether a rate is affordable. Thus, the Comm ssion
wi || establish general guidelines, rather than adopt an absol ute
definition of affordable, and standards by which to nmeasure both
t he absolute and rel ati ve conponents.

The current subscribership rate for basic service in
Mai ne is 96.1% as neasured by the Common Carrier Bureau’s
Division of Statistical Analysis.? This subscription rate

The Federal Comuni cati ons Conmm ssion report Tel ephone
Subscri bership in the United States (Data Through Novenber 1997),
conpi |l ed by Al exander Belinfante of the Industry Analysis
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significantly exceeds the national average of 93.9% Based upon
this information, we believe that current basic rates are
affordable for the majority of Maine citizens.

35-A MR S. A 7104(4) requires the Comm ssion to
i nvestigate whether rates are affordable if the subscribership
| evel falls nore than 2% bel ow t he national average.® However,
given the fact that current subscribership rates are nore than 2%
above the national average, the Conm ssion believes that it
should formally consider initiating an investigation into
affordability if the subscribership level falls 2%belowits
present |evel.

In addition to an investigation based upon a drop in
subscription rates, the Comm ssion could investigate if other
factors, such as local calling area size, incone |evels, cost of
[iving, population density, or other socioeconom c indicators,
indicate that rates are not affordable. For example, if it could
be denonstrated that the penetration rate anong our | owest incone
famlies was significantly bel ow that enjoyed by high incone
househol ds, the Conm ssion could investigate whether additional
| ow-i nconme universal service support is needed or, perhaps,
whet her ot her progranms, such as Lifeline, are both functioning
and being adm nistered properly. W could also investigate if
certain subscribers were spending a significantly
di sproportionate share of their incone on tel ephone expenses due
to restricted local calling areas or other soci oeconom c factors.
Finally, any geographic rate deaveragi ng undertaken by the
Comm ssion may | eave the state with an affordabl e average rate,
but coul d create areas where geography, incone and calling areas
conbine to create a situation where tel ephone service is not
af fordabl e for a significant nunber of citizens in that region.

Di vi sion, Conmon Carrier Bureau. This report indicates that

Mai ne’ s tel ephone penetration rate grew from94.4%in 1991 to

96. 1% in 1997. Maine's penetration rate anong | ow i ncone
consuners is outlined in the Federal Comrunications Comr ssion
report Tel ephone Penetration by Incone by State (Data Through
1997), conpiled by Belinfante. This report indicates that

Mai ne’ s penetration rate for househol ds earning | ess than $10, 000
increased from86.9%in 1991 to 90.5%in 1997

The source of our subscription data will be the annua
subscri bership report produced by the Conmon Carrier Bureau’ s
Division of Statistical Analysis.
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(1) Please comment our proposed definition of
affordability, specifically the percentage indicators we suggest
as affordability barometers.

(2) Please comment on whether the Commission should
establish specific “trigger events” which would require an
investigation into affordability. Please include a description
of any ““trigger events” and the action which should be taken.

B. COMPARABLE

Section 254(b) of the Tel Act provides that consunmers in
all regions of the Nation should have “access to
t el ecommuni cati ons and i nformation services, including
i nt erexchange services and advanced tel econmuni cati ons and
i nformati on services, that are reasonably conparable to those
services provided in urban areas and that are available at rates
that are reasonably conparable to rates charged for simlar
services in urban areas.” 47 U S.C. 8§ 254(b). In Miine, the
conparability requirenent is defined in 35-A MR S. A 8§ 7104(2)
as ensuring that “simlar tel ecommunications services are
avai l abl e to consuners throughout all areas of the State at
reasonably conparable rates.” Thus, we nust consider both
conparability of services as well as conparability of rates.*

In general, we believe that simlar or conparable
servi ce does not necessarily nmean identical service. | nst ead,
we believe that tel ecommunications services are simlar and
conparable if those services are capable of the sane functions.
Whet her differences in speed, conplexity, and quality rise to the
| evel of making the service dissimlar or inconparable wll
likely be nost rel evant when examined in terns of the provision
of advanced services to high cost areas. Again, a reasonably
conpar abl e rate does not necessarily nmean an identical rate.

In addition to nonitoring statew de conparability, the
Commi ssion will also nonitor the overall price |level for services
in Maine to ensure that these services are priced at rates
conparable to those available in other jurisdictions. W seek
suggestions as to how we shoul d neasure this national
conparability.

‘W& see this conparability requirenent as largely the
responsibility of the federal jurisdiction. WMine |acks a major
mar ket, such as a Boston, New York or even a Tucson or a
Louisville, that could effectively bear a | arger portion of
common costs than other areas of the state.
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(3) Please comment on our proposed definition of similar or
comparable telecommunications services.

(4) Please comment on our proposed definition of reasonably
comparable rates.

(5) What standard should be used to evaluate whether rates
are comparable for similar services? Should we establish a
percentage threshold?

C. SUBSIDY

For the purposes of our universal service fund, we
propose to define subsidy as a regulatorily nmandated and enforced
di fference between the forward-Iooking cost of a service and its
price in cases where it is specifically ordered to be priced
bel ow cost.

(6) Please comment on our proposed definition of the term
subsidy.

ViI1. PHASES 11, 111, and 1V

Phase II, 111, 1V, and V will each be the subject of its own
| nqui ry and Rul emaki ng proceedi ngs which will establish the
speci fic mechani sms necessary for each fund. At this tine we
wi |l provide an overview of our initial assessnent of certain
gl obal policy issues related to cost recovery and seek comment on
t hose i ssues.

A. NEEDS ASSESSMENT

Mai ne’ s Affordabl e Tel ecomuni cati ons Law requires that
we assess consuners’ needs prior to adopting either the H gh Cost
Fund or the Tel ecomruni cati ons Access Fund. By including a needs
assessnent in the Affordabl e Tel ecommunications Law, the
Legi slature made clear that it did not wish to enter into
open-ended funding commtnents. Accordingly, the Comm ssion nust
ensure that any fund established pursuant to these | aws adheres
to this principle.

For purposes of the Tel econmuni cati on Access Fund, we
have initiated a rul emaking on the Lifeline and Link-Up prograns
which will determ ne the scope of those prograns by establishing
eligibility standards and regul atory treatnment of adm nistrative
costs. See MPUC Rulemaking on Lifeline and Link-Up Programs
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(Chapter 294), Docket No. 98-724. One of the many factors we
W ll consider in that case will be the need for those prograns
and the inpact the costs of such a program have on ot her

rat epayers.

Qur assessnent of need for the Education Access Fund
and Hi gh Cost Fund will focus on whether any specific decision to
expand support of certain services requires additional funding
and/ or whet her abandonnment of federal support of certain services
creates an inbalance in the current revenue picture which
requires additional funding. Any subsidies that we renove from
rates nmust result in reduced retail rates. W will not permt
any doubl e recovery of subsidies which we make explicit, nor wll
we permt a mscharacterization of any charges levied as a result
of our universal service program

(7) Please comment on our needs assessment plans.

(8) Please comment on our intentions to make the shift from
embedded to explicit subsidies transparent to ratepayers.

B. CONTRIBUTIONS TO THE FUND AND PAYMENTS FROM THE FUND
1. Who should contribute?

We believe that all retail custoners of basic
t el ecomruni cati ons service in Miine should be assessed a
surcharge on either a percentage or flat per-line basis. W
believe this is the nost effective manner to both inform
ratepayers of the cost of these progranms and to ensure that
carriers are not able to recover costs in excess of actual
contributions. The Conm ssion recogni zes that charges assessed
to carriers are typically passed on to end users, and there is no
reason not to assess custoners directly. Alternatively, we could
assess carriers based upon gross revenues.

(9) Should we assess customers on a flat per line basis or
on a percentage of their monthly bill? Should we instead assess
carriers based upon gross revenues?

(10) Should we assess customers as a direct line i1tem on
telephone bills, or should we assess carriers and allow them to
recover the assessments through their own line item assessments
to customers?
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(11) Could a similar collection mechanism be applied for all
three branches of universal service support? Please explain your
reasoning for each of the individual funds.

(12) How would we assess private lines, PBXs and Centrex
lines 1T we choose a flat assessment per line?

(13) How would we assess non-POTS (plain old telephone
service) technology, particularly if we decide to support
advanced services in high cost areas?

(14) Should we assess wireless carriers?
2. On what should the contributions be based?

Section 254(g) of the Tel Act provides state
authority to assess contributions for a state universal service
fund on “an equitable and nondi scrimnatory basis.” Any proposed
manner of assessnent nust neet this standard. W propose that
contributions be either flat or based upon a percentage of the
intrastate bill. Alternatively, contributions could be based
upon gross intrastate revenues of carriers.

(15) Please comment on methods of assessments.
3. How should the contributions be collected?

35-A MR S. A 8§ 7104(3) states that the Comm ssion
shall contract with an appropriate i ndependent fiscal agent
(IPFA), that is not a state entity, to serve as adm ni strator of
the state universal service fund. W intend to select the IFA
t hrough a conpetitive bidding process. W are interested in
comments regardi ng how nuch authority and/or discretion regarding
paynent criteria should be delegated to the |IFA

(16) How much authority and/or discretion should the IFA
have to establish payment criteria? How detailed should our rule
be regarding how contributions are collected?

4. How will payments be determined?

The di ssem nation of nonies collected through any
of the three funds contenplated by this Notice will be determ ned
t hrough the specific rul emaki ng associated with that fund.
However, we now seek comments on several nore gl obal issues
relating to paynent dissem nation.
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(17) Should payments from the fund go directly to ETCs or to
end users?

(18) Should payment be conditioned upon documentation of
relevant costs?

(19) Should EAF payments be administered through a system
similar to the federal e-rate program?

IX. REQUEST FOR COMMENTS AND PARTICIPATION

We advance the information in this Notice as an indication
of the issues we intend to address in our nulti-phase rul enaki ng
on universal service issues. W invite interested persons to
provi de responses to the questions raised in the body of this
Notice and participate in this general policy case. Al coments
shoul d be filed on November 30, 1998. W also invite interested
persons to identify other issues that should be included in this
proceedi ng and to suggest possible solutions.

Dat ed at Augusta, Maine this 27th day of COctober, 1998.

BY ORDER OF THE COW SSI ON

Dennis L. Keschl
Adm ni strative Director

COMM SSI ONERS VOTI NG FOR: WELCH
NUGENT
DI AMOND



